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COVID-19 vaccine progress is positive signal but domestic challenges 

persist  

The last few weeks have been marked by intense fluctuations in the financial markets’ mood. 

At the international level, the outcome of the American elections, the promising test results of 

some COVID-19 vaccines and the worsening of the pandemic, particularly in Europe, 

contributed to this behavior. 

Joe Biden’s victory in the presidential elections was in line with the polls, but it was more 

difficult and disputed than they predicted. The Congressional elections were also less favorable 

for the Democratic Party than polls had signaled. The Republicans expanded their presence in 

the House, although without gaining control of it. In the Senate, on the other hand, it seems 

that the Republicans will maintain their majority. 

Judging by the behavior of asset prices, the financial markets welcomed the unexpected division 

of power between Democrats and Republicans, even though this may mean a more modest 

recovery in activity and employment in 2021. 

Advances in the discovery of an effective vaccine have generated optimism and increased risk 

appetite, as the likelihood of a safer health solution to stop the pandemic next year has grown. 

Everything indicates that by the end of the year, several companies will have requested 

authorization to produce and distribute their vaccines, which have proven highly effective. By 

the middle of the first half of 2021, it seems probable that a comprehensive vaccination 

program will be under way, at least in developed countries. 

This positive news about vaccines reduced the impact of the failure to approve a robust new 

fiscal package in the U.S. this year. The divided Congress, President Donald Trump’s stance on 

the election results and the surprisingly high vote he received have helped maintain the political 

impasse between Republicans and Democrats and make it unlikely that a new fiscal package 

will be approved by the current administration. 

The preliminary results released by companies looking for an effective vaccine have also helped 

to mitigate the impact on the markets of a dramatic second wave of COVID-19. Globally, the 

number of new infections has increased significantly again, reaching 600,000 per day, while the 

number of deaths has grown to around 10,000 per day. 

The growth in COVID-19 cases in the United States has led to the adoption of restrictive 

measures in some important states, such as New York and California. The same has occurred in 

several European countries, as well as in Japan and Australia. These new social distancing 

measures will tend to slow the recovery in services, the biggest sector and the largest employer 

in the world’s main economies. 
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The United States’ economic indicators reinforce forecasts of lower GDP growth in the fourth 

quarter. Retail sales rose 0.3% in October compared to September, decelerating from 1.6% 

previously. It is important to highlight that the previous month’s number was revised 

downward, but even so, the October result was below the average market forecast. All the signs 

indicate that the expected slowdown in activity in the fourth quarter may be even greater than 

currently expected, given the sharp growth of the pandemic in recent weeks. 

In the euro zone, industrial production in September and the Economic Confidence Index in 

November were also below expectations, indicating that the bloc’s economy will continue to 

weaken in the short term, due to social distancing measures adopted to contain the second 

COVID-19 wave in the region. The region’s GDP is likely to fall again in the fourth quarter, albeit 

less markedly than in the second quarter. 

In Brazil, the number of cases has also increased again, but there are still doubts about whether 

there will be a new wave of infections and whether new measures to restrict economic activity 

will be needed. However, at least in the short term, the recovery is continuing. We forecast a 

4.9% decline in GDP in the third quarter, year-over-year, and 7.4% growth at the margin. For 

2020 as a whole, we forecast a decline of 5.0%. 

In the fourth quarter, we expect a slowdown in the pace of growth, which has been confirmed 

by the indicators already released. The reduction in the amount of emergency aid, the payment 

of end-of-year bonuses to people with public sector pensions in the second quarter, amounting 

to R$47 billion, and the slow labor market recovery are the main forces behind this 

deceleration. 

As seen in FGV IBRE’s survey data up to November 13, there has been a decline in business and 

consumer confidence. In relation to the final number for October, the Business Confidence 

Index fell 0.9 points, to 96.2 points, while the Consumer Confidence Index fell 2.2 points, to 80.4 

points. Although industry continues to have favorable results so far, expectations for the 

coming months have started to be revised downwards, even for this sector. 

In Brazil, financial assets have benefited from optimism due to the positive results regarding 

vaccines. However, in terms of prospects for 2021, the main worry is the paralysis in the 

structural reform agenda and comments about a possible extension of fiscal stimulus next year. 

This paralysis and lack of concern about the deterioration of the fiscal situation is negatively 

affecting the markets and limiting gains resulting from the increase in investors’ risk appetite. 

Investors’ concern about the direction of economic policy is reflected in FGV IBRE’s Financial 

Conditions Index, which despite improving in November, remains around 40% above the levels 



 

 
4 

Macro Bulletin    

November 2020 

seen between April and August. According to Miranda (2020),1 the Financial Conditions Index’s 

behavior is in line with the Fiscal Uncertainty Index, among indicator divulged by FGV IBRE. In 

September, there was a sharp rise in fiscal uncertainty, with significant impacts on the prices of 

financial assets and consequently a tightening of financial conditions. 

Without a solution to the fiscal deadlock, financial conditions will remain tight, hampering the 

recovery of the Brazilian economy in 2021. In addition, greater fiscal uncertainty may make 

short-term inflationary shocks more permanent. Time is running out. 

With these concerns in mind, this edition of IBRE’s Macro Bulletin includes the following 

highlights: 

1. The section on economic activity says that available data indicates that the economy 

continued to recover in September, but at the margin, there was a significant deceleration in 

the pace of growth in retail sales and also in service activity. On the other hand, processing 

industry continued to show vigor in the last month of the quarter. In September, after five 

consecutive months of growth, industrial production returned to its pre-crisis level. The 

slowdown in the economic growth rate is expected to persist throughout the fourth quarter. 

The reduction in emergency aid, together with the pickup in inflation, uncertainties related to 

job market recovery and the recent worsening of financial conditions, is likely to affect the pace 

of recovery at the end of the year. In light of these results, we forecast a 4.9% decline in GDP in 

the third quarter, year-over-year, and 7.4% growth at the margin. We forecast a decline of 5.0% 

for 2020 as a whole and 3.5% growth in 2021. (Section 1) 

2. The section on confidence shows that business and consumer confidence indexes have halted 

the recovery path observed since May, as expectations have worsened. Only industry has 

continued to improve, influenced by higher domestic demand and a change to the household 

consumption basket. Consumers envisage a more difficult family financial situation and they 

have been postponing the consumption of goods and services. High uncertainty, the end of the 

period of government aid programs, the slow recovery of the service sector, the fiscal situation 

and fears of a new wave of COVID-19 make it hard to imagine a resumption of recovery in 

confidence in the short term. (Section 2) 

3. The section about the labor market discusses the new rise in the unemployment rate 

recorded by the Continuous National Household Sampling Survey (PNADC) in August, to 

14.45%, slightly above FGV IBRE’s projection and median market expectations. This rise was 

driven by successive increases in the participation rate, as observed in the COVID-19 National 

Household Sampling Survey (PNAD COVID-19) in both August and September, pointing to a 

further increase in unemployment in September in PNADC. On the other hand, the General 

                                                           
1 See “Alívio das condições financeiras pode ser rapidamente revertido pelo risco fiscal,” published on IBRE’s Blog on November 

18, 2020, by Luana Miranda (https://blogdoibre.fgv.br/posts/alivio-das-condicoes-financeiras-pode-ser-rapidamente-revertido-

pelo-risco-fiscal). 
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Employment Registry (CAGED) presented another large net positive result in July, with more 

than 310,000 formal jobs created. During the pandemic, CAGED has indicated many more 

formal jobs created than PNADC, but the difference narrowed in August. (Section 3) 

4. With regard to inflation, it can be seen that food prices continue to put pressure on producer 

and consumer indices. The acceleration recorded in the prices of fresh food, agricultural 

commodities and proteins has increased the food group’s share weighting in price indices, 

especially in the Consumer Price Index. This movement has guided revisions to inflation 

expectations, which are already approaching the target for 2020. (Section 4) 

5. In the section on monetary policy, our analyst shows that the current inflationary shock is 

nothing trivial. The impact on prices of different market movements, in terms of both supply 

and demand, has been significant. The good news is that this shock is unlikely (under normal 

conditions) to lead to continuous and generalized price increases. The big question, however, 

our analyst argues, is that the timing could not be worse for such a shock to occur. Our fiscal 

problem is huge and, to make matters worse, there are no concrete signs that firm and 

comprehensive measures will be taken to contain mandatory public spending. If this inertia 

remains, there is a high risk that the effects of the current inflationary shock will spread through 

the economy. The Central Bank would then have to raise the benchmark Selic interest rate to 

prevent the return of high inflation, but this would be disastrous in terms of expectations and 

the recovery of the economy and employment. (Section 5) 

6. The fiscal section discusses how the materialization of fiscal risks will make it difficult to 

execute the budget under the spending ceiling in 2021. When the 2021 Budget Bill was 

presented, it was warned that fiscal risks could generate unforeseen expenses, but there was 

very little slack in the bill. These risks have materialized, increasing the estimate of spending 

subject to the ceiling by R$20.8 billion: the reversal of the veto on payroll tax relief, costing 

R$4.9 billion; and higher inflation projections, which will raise expenses indexed to the National 

Consumer Price Index by R$15.9 billion. The gap between the rate used to raise these expenses 

(the annual National Consumer Price Index result) and the increase in the spending ceiling 

(based on the Extended Consumer Price Index in the 12 months to June) makes budget 

management even more problematic. In 2021, this gap will be the biggest since the present 

spending ceiling rules were established. In the medium term, it is becoming less and less 

feasible to envisage a situation in which expenditure does not exceed the ceiling before 2026, 

the year foreseen for its potential revision. (Section 6) 

7. The section about the external sector discusses how we should interpret the slowdown in 

the monthly decline in processing industry export volumes compared to 2019 and 2020. In 

particular, the decrease of only 0.7% in October seems to be a sign of recovery in foreign sales 

to this sector. There was notable 20.2% growth in exports of durable goods, mainly thanks to 

Argentina and the automotive sector. It is concluded that as we reach the end of the year, there 

are prospects of a possible improvement in processing industry exports, but a return to pre-
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pandemic sales levels is not expected this year and there are uncertainties regarding 2021. 

(Section 7) 

8. In the international section, our analysts discuss what happened to the GDP of different 

countries in the third quarter and what may happen in the fourth quarter, when several 

countries once again tightened up measures to restrict the movement of people and the 

functioning of establishments. They used a model featuring cross-sectional data, which seeks 

to explain the accumulated variations in the seasonally adjusted GDP of 48 countries. In the 

United States, this model suggests that around 3.3 percentage points of GDP growth in the third 

quarter is explained by the reduction in mobility restrictions on people and businesses. In the 

case of Europe, several countries have tightened these restrictions considerably in the fourth 

quarter. In fact, based on the model, it seems quite likely that the eurozone’s GDP will contract 

again in the fourth quarter, after expanding strongly in the third quarter. (Section 8) 

9. Finally, the IBRE In Focus section, written by researchers Daniel Duque, Tiago Martins and 

Paulo Peruchetti, examines the current situation and future challenges in the Brazilian labor 

market. (Section 9) 

Armando Castelar Pinheiro and Silvia Matos 
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1. Economic Activity 

Economic activity continues to recover, but slowdown is predicted in fourth quarter 

The economic activity data continued to 

recover in September, but there was a 

significant deceleration in the pace of 

growth at the margin in retail sales and also 

in service activity. Broad retail trade grew 

1.2% in September compared to August. In 

August, compared to July, the increase had 

been 4.1%. In turn, services grew 2.9% in 

August and the rate slowed to 1.8% in 

September.  

On the other hand, processing industry 

continued to show vigor in September, 

expanding 3.9% in relation to the previous 

month, even after an increase of 3.6% in 

August compared to July. In September, 

after five consecutive months of growth, 

industrial production returned to its pre-

crisis level. 

The main feature of this recovery is its 

heterogeneity. While industry and retail 

have already returned to pre-COVID-19 

levels, in September the services sector remained 8% below its February level. There are also 

differences between subsectors. The main negative highlight is the “services provided to 

families” category, in which activity remains 36% below the pre-crisis level. 

The slowdown in the pace of growth is expected to persist throughout the fourth quarter. Data 

from payments company Cielo indicates a slowdown in nominal sales of both durable and non-

durable goods. In September, nominal revenue for durable goods was 2.4% above the pre-

COVID-19 period. In October, this figure fell to 1.6%. In the case of non-durable goods, there 

was a slowdown from 5.5% in September to 3.5% in October. 

The reduction in emergency aid, together with the acceleration of inflation, uncertainties 

related to job market recovery and the recent worsening of financial conditions, should affect 

the pace of recovery in activity in the fourth quarter. 

In light of these results, we forecast a 4.9% decline in GDP for the third quarter, year-over-year, 

and 7.4% growth at the margin, as shown in Table 1. For 2020 as a whole, we forecast a decrease 

of 5.0%. 

________________________________________________________________________________________________________________________________________________________________ 

Table 1: GDP Projections 

 

Source: IBGE. Produced by: FGV IBRE 

________________________________________________________________________________________________________________________________________________________________ 
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FGV’s GDP Monitor points to 7.5% quarterly growth (-4.4% year-over-year). It is worth noting 

that the GDP Monitor seeks to anticipate revisions in the historical series of the national 

accounts that occur in every third quarter, since 2018’s GDP growth rate was revised upward 

(1.8%) by IBGE. The GDP Monitor expects 2019’s GDP growth to be revised from 1.1% to 1.6%. 

The positive adjustment in our third-quarter GDP projection (which was minus 5.1% year-over-

year and 7.1% on a quarterly basis in the October Macro Bulletin) is mainly justified by better 

results in the industrial sector and also in financial intermediation services and transport. 

In the service sector, the greatest negative pressures, which prevent a stronger recovery in GDP, 

are focused on the “other services” (including services provided to families, private health care 

and private education) and “public administration services” categories, which together account 

for almost half of the service sector’s share of GDP. 

On the demand side, household consumption is expected to grow 7.3% quarter-over-quarter 

(minus 7.7% year-over-year) in the third quarter, and to fall 7.0% in the year. The 3.2% growth 

in overall income was fundamental to boost the consumption of goods, but the consumption 

of services remains weak. In the absence of the stimulus policies implemented by the 

government, there would have been a 6% drop in overall income. 

In turn, investment is expected to grow 15.6% quarter-over-quarter (minus 3.9% year-over-

year) in the third quarter. Even so, this important component of GDP will still be almost 30% 

below the peak recorded in 2013. The recovery of investment largely depends on the loosening 

of financial conditions, which in turn is linked to reduction in fiscal uncertainty. 

For 2021, we have maintained our growth forecast of 3.5%, but uncertainties persist. A possible 

second wave of COVID-19 or the absence of a satisfactory solution to the fiscal impasse would 

take financial conditions to an even more contractionary level, hindering the economic recovery 

over the next few years. 

Silvia Matos and Luana Miranda 

 

2. Business People’s and Consumers’ Expectations 

Worse expectations hinder recovery in confidence 

In October, business and consumer confidence indexes halted the recovery trend observed 

since May. The Business Confidence Index fell 0.4 points and the Consumer Confidence Index 

fell 1.0 point. The decline in both indexes was influenced by the worsening of expectations in 

relation to the following months. The preliminary November results, released on November 16, 

confirmed the trend signaled in October, with further worsening of expectations. There was a 

drop of 2.2 points in consumer confidence and a 0.9-point decline in business people’s 

confidence. There was a similar trajectory during the worst moment of the crisis, but the 



 

 
9 

Macro Bulletin    

November 2020 

recovery of business confidence between May and September was much faster. Even after the 

second drop, the Business Confidence Index remains above the February level, while the 

Consumer Confidence Index remains well below the pre-pandemic level. 

Looking at the business side, the pace of 

recovery remains heterogeneous across 

sectors and only industry has continued 

to advance and reach historically high 

levels of confidence. Trade and 

construction recovered a large share of 

the confidence lost at the beginning of the 

crisis, but they have since fluctuated 

during the recovery. On the other hand, 

the service sector continues to have many 

difficulties and it has the lowest level of 

confidence out of the major sectors. The 

significant increase in industry seems to 

be influenced by growth in domestic 

demand and a change in the 

consumption basket of families. Despite 

the cautious posture of consumers in 

recent months, there has been an 

increase in the volume of sales of goods at 

the expense of services, especially those 

that demand contact between people, 

thereby involving a greater risk of COVID-

19 contamination. Additionally, the 

depreciation of Brazil’s currency has 

protected domestic industry to some 

extent. 

In terms of consumers, the recovery, 

which had previously been slower, has 

now stopped. In October, there was a loss 

of optimism and the preliminary 

November data indicates a reduction in 

satisfaction with the current situation. As indicated in previous months, uncertainty about the 

pace of job market recovery and the imminent end or reduction of government aid programs 

seem to contribute negatively to this perception. The halving of emergency aid since September 

made the need to look for a job more urgent and lower-income families already perceive a 

Graph 1: Consumers’ and Business People’s Confidence 

(seasonally adjusted, in points) 

 

                                                                                                                
Source and produced by: FGV IBRE 

Graph 2: Families’ Financial Situation at Present 
Moment Indicator 

(seasonally adjusted, in points) 

 

                                                                                                                
Source and produced by: FGV IBRE 
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worsening of the financial situation. This fact is supported by the slight drop in the indicator 

measuring families’ financial situation at the moment. 

According to the result of an extraordinary question included in October’s Consumer Survey, 

the factors that contribute to consumers postponing their consumption of goods and services 

include fear of unemployment or difficulties in getting a job, uncertainty regarding the 

pandemic and the formation of precautionary savings. Around 62% of consumers are 

postponing purchases of goods and services, and the numbers are even higher among 

consumers from lower income groups (66.8% and 68.2%). 

It is still hard to chart a clear path for the 

coming months. Uncertainty remains 

high, as can be seen in the preliminary 

results of the Economic Uncertainty 

Indicator for Brazil (IIE-Br), which rose 

again in November after six consecutive 

falls. There are still many open questions 

that may have an influence in the coming 

months, such as the end of the period of 

government aid programs; the slow 

recovery of the service sector, which 

accounts for a large share of the country’s 

jobs; fiscal problems, made worse by the 

pandemic; and fear of a new wave of 

COVID-19. Due to all these factors, it is 

hard to imagine a resumption of recovery in confidence in the short term. 

Aloisio Campelo Jr, Rodolpho Tobler and Viviane Seda Bittencourt 

 

3. Labor Market 

Latest surveys point to more sustainable labor market recovery, despite rise in 
unemployment 

In August, the Continuous National Household Sampling Survey (PNADC) indicated another rise 

in unemployment, to 14.45% (or 14.4% in seasonally adjusted terms), up 0.7 percentage points 

from the previous three months and up 2.6 percentage points from the same period of 2019. 

The rate was slightly higher than expected by FGV IBRE and the market median estimate 

(14.2%), showing an even more marked labor market deterioration than expected that month. 

Graph 3: Factors That Led People to Postpone 
Consumption of Goods and Services (%) 

 

                                                                                                                
Source and produced by: FGV IBRE 
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For September, we project a further rise, to 14.8%, converging to the same value in seasonally 

adjusted terms. 

 

Since June, the unemployment rate has risen successively, to all-time highs in seasonally 

adjusted terms. This is because around 12 million workers were laid off during the pandemic, 

but many of them took some time before they started to look for a new job. The COVID-19 

National Household Sampling Survey (PNAD COVID-19), which has not been updated since the 

last week of September, confirms considerable increases in the participation rate in August and 

September. This is likely to increase, putting more pressure on the unemployment rate. 

In turn, the General Employment Registry (CAGED) more again positively surprised the markets, 

indicating the creation of 313,000 formal jobs in September (equivalent to 242,000 in seasonally 

adjusted terms). This number was slightly higher than IBRE’s forecast of 300,000. For October, 

we expect a slowdown in the absolute number, to 260,000, but a rise in seasonally adjusted 

terms, to 278,000. 

During the pandemic, CAGED has indicated many more formal jobs created than PNADC, and 

the difference has been much bigger than normal. However, the difference narrowed 

somewhat in August, reflecting a better result for the economically active population in the 

latter survey. Given the new positive result for CAGED in September, we expect another 

increase in formal jobs in PNADC. 

  

Graph 5: Participation Rate in 2020 

 

                                                                                                                 

 

Source: PNAD COVID / IBGE. Produced by: FGV IBRE. 

 

Graph 4: Unemployment Rate, 2016-20 (%) 

 

                                                                                                                
Source: PNADC / IBGE. Produced by: FGV IBRE. 
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Daniel Duque 

4. Inflation  

No slowdown in sight and now it’s the turn of fresh food 

Rising food prices have dominated inflation’s behavior in 2020. According to FGV’s Broad 
Producer Price Index (IPA), food prices rose 29.6% in the 12 months to October and they 
accounted for 12.5% of IPA’s inflation rate, which was 31% in the same period. 

Despite the accumulated increase in food prices, the pace of growth was slightly less intense 
last month, indicating what could be the beginning of a cooling phase. However, before this 
could be celebrated, food prices surprised again. This time, the pressure came from fresh food, 
which rose 11% in October alone, compared to a 2.9% increase in September. The beginning of 
the hottest season of the year began to impose challenges on certain crops, which manifested, 
through higher prices, the effects of typical summer supply reductions. 

Fresh food accounts for just 18% of food’s weighting in IPA, but the magnitude of the rise in 
prices in October pushed up this group’s rate, despite the slowdown (from 5.7% to 3.5%) in the 
prices of processed food, which make up 82% of the food group’s weighting. 

The behavior of producer prices tends to be transmitted to consumers. The daily results of the 
Inflation Monitor show that part of this pressure has already materialized in price increases on 
supermarket shelves. In the first week of November, the prices of staple items rose by an 
average of 3%. Therefore, we anticipate that the food group will remain a major driver of 
inflation throughout the fourth quarter. 

Graph 6: Net Change in CAGED in 2020 

 

                                                                                                                
Source: CAGED / Labor Ministry. Produced by: FGV IBRE. 

 

Graph 7: Difference Between PNADC and CAGED 
(accumulated 12-month figure, 1,000 people) 

 

                                                                                                                
Sources: Labor Ministry; IBGE. Produced by: FGV IBRE. 
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The highlights of the group include 
some important items from the fresh 
food segment. Potatoes (17.0%) and 
tomatoes (18.7%) played an important 
role in October’s IPCA result, and 
according to the Inflation Monitor, they 
will do the same in November. Last 
month, according to IPCA/IBGE, the cost 
of meals consumed in people’s homes 
went up 2.6%. In November, FGV IBRE’s 
survey data indicates another similar 
increase, which would lead to an annual 
rate of 14.8%. Considering that the 
Inflation Monitor anticipates an 
increase of 0.7% for November’s IPCA, 
the official index’s annual rate will rise 
to 2.9%, which will cause food at home 
to go up five times as much as general inflation. 

The continuing rise in food prices has been sustained by the impacts of Brazil’s currency 
weakness. The devaluation of the real has contributed to growth in exports and to shortages 
on the domestic market. It has also contributed to higher production costs in various segments 
of agribusiness and industry, while pushing up the local prices of commodities such as corn, 
soybeans and iron ore, whose prices were already rising in U.S. dollars. 

The importance of food to families facilitates exchange rate pass-through. The items that 
account for the accumulated increases in 2020 include basic products, affected by the currency 
devaluation, and whose prices have gone up less in retail than in industry, such as the following: 
rice (IPA: 92.8% and IPC: 57.1 %), milk (IPA: 37.2% and IPC: 24.7%), pork (IPA: 26.0% and IPC: 
17.6%) and soybean oil (IPA: 98.1% and IPC: 80.9%). These differences may sustain further 
transfers over the next few months, even if the exchange rate stabilizes. 

This inflationary pressure, intensified as of March of this year, has increased food’s share of 
2020 inflation. Although the Food and Drink group only takes up 20% of household budgets, 
this class of expenditure accounts for 82% of the accumulated inflation as measured by IPCA, 
up to October, which is 2.2%. The sharp growth in food prices has proved decision for inflation 
in 2020, even though the group only accounts for one-fifth of family budgets. 

The persistent rise in food prices is the engine that has been promoting revisions to inflation 
expectations. In the Central Bank’s Focus Bulletin, inflation expectations for 2020 were 2.5% a 
few weeks ago, but they then increased to 3.2% in the first week of November. This acceleration 
was corroborated by the Inflation Monitor, which has been anticipating IPCA results indicating 
that official inflation may end 2020 close to 3.5%, much closer to the target for the year (4%) 
than could have been predicted a few months ago. 

André Braz 

 

Graph 8: Inflation in Previous 12 Months (%) 

 

 

 

Source: IPA/FGV and IPCA/IBGE. Produced by: FGV IBRE. 
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5. Monetary Policy 

The inflationary shock and monetary policy 

At the Brazilian Central Bank’s Monetary Policy Committee meeting at the end of October, 
Central Bank officials expressed surprise at the latest inflation figures. On average, prices rose 
more than expected, leading to an upward revision in the inflation forecast for the remaining 
months of 2020. 

After mentioning what they considered to be the main factors explaining the new inflation 
results, the officials concluded that “even though inflationary pressure has been stronger than 
expected, the committee maintains its diagnosis that this shock is temporary.” 

This would seem to suggest that the Central Bank’s officials have no plans to raise the 
benchmark Selic interest rate in the foreseeable future. In fact, this is exactly the message 
associated with the preservation of the forward guidance given in August. The fact that baseline 
inflation expectations and projections for 2021 and 2022 (3.1% and 3.3%, respectively) have 
been “significantly below” (in the Central Bank’s own words) inflation targets for the horizon 
relevant to monetary policy makes it 
likely that the Selic rate will be 
maintained. It should be noted, 
however, that the progress of fiscal 
policy and the anchoring of long-term 
inflation expectations are understood 
(by the Central Bank and by analysts in 
general) as important conditions for the 
future of monetary policy.  

These conditions make clear the need to 
assess the current inflationary shock in 
light of the prevailing fiscal framework. 
First, however, it makes sense to form a 
basic notion about the extent of the 
shock. 

In aggregate terms, in the last 12 
months, producer prices have gone up 
31.0% (IPA-DI), extraordinarily more 
than IPCA (3.9%). Graph 9 illustrates 
how the strong increase in IPA-DI has been distributed in terms of processing stages. It should 
be noted that, in the course of twelve months, the prices of raw materials rose 64.1% on 
average. It is also relevant to note that pressures originating in the raw materials segment have 
reached the most advanced stages of the production process. In the same period, the prices of 
intermediate goods have increased by an average of 16.8%, while those of finished goods (the 
last stage before reaching consumer prices) have risen 16.1%. 

Graph 9: Strong Shocks in Prices of Raw Materials, IPA-
DI Processing Stages (12-month figures, %) 

 

 

 

Source and produced by: FGV IBRE 
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Table 1 summarizes the recent behavior of prices at consumer level, broken down by the most 
relevant segments. The table shows variations in three-month moving averages, annualized and 
in 12 months. The numbers speak for themselves. We are not facing a trivial shock. The 
pressures are strong. 

Without a doubt, the biggest upward forces involve food products (up 18.4% in 12 months and 
36.8% in terms of annualized quarterly moving averages). The main favorable aspect revealed 
by the data is to do with the fact that the upward pressures have not reached the service sector 
(1.4% and 2.1%, in line with the same criteria), whose weighting in the index is 36.6%. 

Were it not for the country’s fiscal problems, perhaps we could be calm about the possibly 
transitory nature of the shock, despite its non-trivial dimensions. 

The factors that have caused prices to rise above expectations include the strong depreciation 
of the real in recent times (43.2% this year, up to the end of October) and the sharp rise in 
international prices of many primary products (and certain intermediate goods), some of which 
Brazil imports in net terms, and others that we export. In both these cases, the impact on 
domestic prices is immediate (exacerbated by the exchange rate effect). It should be noted that 
in the case of export goods, the situation involves diversion of sales abroad, leaving a smaller 
volume of goods for the domestic market. 

Additional explanatory factors include the fact that the government’s income transfer program 
(emergency aid) has more than replaced the lost income of a large portion of those most 
affected by the crisis, producing increased consumption and therefore demand pressure. In 

Table 2: Inflation (3-month moving average, annualized and in 12 months)* 

 

 

* 5 cores = IPCA-DP; IPCA-MS; IPCA-EX0; IPCA-EX3; IPCA-P55. Source: IBGE. Produced by: FGV IBRE. 
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addition, a certain substitution in household consumption seems to be clear, in the sense of 
less services and more finished goods. 

Data on purchases with debit and credit cards, provided by Cielo, shows that compared to an 
equivalent period in February, weekly spending on services in October was down 31.4%. 
Spending on durable goods, however, was 2.2% higher and spending on non-durable goods was 
up 4.2%. The fact that income shrank in that period suggests that there has indeed been a 
substitution effect. 

In general, it can be said that under normal conditions, the aforementioned factors that explain 
the inflationary shock do not reveal permanent characteristics, in the sense of producing 
continuous and generalized price increases. The big problem is that, given the scale of the 
shock, clearly perceptible by large segments of the population, it is not hard to imagine a 
situation in which, via the exchange rate and inflation expectations, the inflation shock 
contaminates other segments, especially services, causing a more widespread and permanent 
rise in prices. In this sense, the greatest threat is the government’s and Congress’ failure to 
make the fiscal adjustments that the country needs. 

There are those who think that simply maintaining the spending ceiling solves our fiscal 
problem. This is not true. We need to do more than that. Just preserving the status quo is of no 
use, as such a path does not eliminate the doubts of economic agents about the future of the 
public finances. Risk premiums have not disappeared and financial conditions remain tight, 
making it difficult for the economy and employment to recover. 

Our leaders need to give strong signals that they accept the idea that the only viable path to 
recovery entails firm action, in several areas, to reduce the pace of growth in mandatory 
spending. Brazil therefore needs reforms that can preserve the ceiling while making room for 
urgent measures in the social and health areas. If this path is not taken, there is a high risk that 
the effects of the current inflationary shock will spread through the economy. The Central Bank 
would then have to raise the benchmark Selic interest rate to prevent the return of high 
inflation, but this would be disastrous in terms of expectations and the recovery of the economy 
and employment. 

José Júlio Senna 

6. Fiscal Policy 

Fiscal risks materialize and hinder budget execution under spending ceiling in 2021 

Since it was presented in August, the Annual Budget Bill for 2021 has been considered with 

reservations, given its departure from post-pandemic reality and consequent doubts about its 

feasibility. With no additional expenses foreseen to continue fighting the pandemic in 2021, the 

proposed budget is incompatible with the indisputable social and health demand for such 

expenditure after December 31. Considering compliance with the spending ceiling without any 
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slack, the budget already contained an extremely low amount for discretionary expenses, 

sounding the alarm for the functioning of basic state functions. 

In addition to these issues, other fiscal risks were warned of alerted at the time, which were 

beyond the control of the government and could generate expenses not foreseen in the budget 

proposal. These concerns included the possibility of the veto on payroll tax relief being 

overturned and higher projections for the National Consumer Price Index (INPC) in relation to 

what was envisaged in the Budget Bill, indicating that non-marginal adjustments could become 

necessary when the proposal is voted on. Both risks, which pointed to a smaller space for 

expenses subject to the spending cap established by Constitutional Amendment 95 of 2016, 

ended up happening, complicating the already delicate fiscal situation within a few months. 

In transforming Provisional Decree 936 of 2020 into law,2 Congress determined that the text to 

be sent to the president would include an extension of payroll tax relief for 17 sectors, rather 

than ending it in 2020. However, when the law was officially promulgated, the president vetoed 

this this extension. The budget proposal was based on this non-extension of payroll tax relief, 

so it did not include any provision for such expenditure. However, the presential veto was later 

overturned, following votes in the House and Senate.3 According to the design of the payroll 

tax relief program, originally instituted in 2011, it is up to the government to compensate the 

General Social Security System Fund for tax relief. The overturning of the veto therefore implies 

additional spending for the federal government, included within the limits of the ceiling. In 

2021, the government estimates that the overturning of the veto will raise expenditure by 

around R$4.9 billion.4  

At the same time, another source of pressure on the federal government’s primary spending is 

the increased projections for INPC in 2020. Various government expenses are indexed to this 

inflation indicator, directly or indirectly (via the minimum salary).5 This is the case with 

pensions, welfare handouts, salary bonuses and unemployment insurance, which together 

account for 55.8% of expenditure subject to the ceiling.6 In September, any increase in INPC in 

relation to the amount projected in the Budget Bill was already worrying, but inflationary 

pressures have increased even more since then, especially in terms of food consumed at home. 

Because of this, while the budget proposal presented an annual INPC result of 2.1%, FGV IBRE 

is now forecasting 4.2%.7 If this estimate proves accurate, and taking into account official data 

                                                           
2 Law 14,020 of 2020. See: http://www.planalto.gov.br/ccivil_03/_ato2019-2022/2020/lei/L14020.htm 
3 See: https://www12.senado.leg.br/noticias/materias/2020/11/04/derrubado-o-veto-a-prorrogacao-da-desoneracao-da-folha-

para-17-setores 
4 Value obtained by media outlets through official request to government (https://bit.ly/35ntD7g and https://glo.bo/38GH58n) 

and ratified by the government’s leader in the Senate: https://www12.senado.leg.br/noticias/audios/2020/11/governistas-nao-

descartam-recorrer-ao-stf-contra-derrubada-de-veto-da-desoneracao 
5 To calculate the minimum salary in 2021, the prevailing rule is to adjust it by INPC and round it up to the nearest whole 

number in the case of a fraction. 
6 Using the 2021 Budget Bill as a reference. 
7 Numbers from November 13. 

http://www.planalto.gov.br/ccivil_03/_ato2019-2022/2020/lei/L14020.htm
https://www12.senado.leg.br/noticias/materias/2020/11/04/derrubado-o-veto-a-prorrogacao-da-desoneracao-da-folha-para-17-setores
https://www12.senado.leg.br/noticias/materias/2020/11/04/derrubado-o-veto-a-prorrogacao-da-desoneracao-da-folha-para-17-setores
https://bit.ly/35ntD7g
https://glo.bo/38GH58n
https://www12.senado.leg.br/noticias/audios/2020/11/governistas-nao-descartam-recorrer-ao-stf-contra-derrubada-de-veto-da-desoneracao
https://www12.senado.leg.br/noticias/audios/2020/11/governistas-nao-descartam-recorrer-ao-stf-contra-derrubada-de-veto-da-desoneracao
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on the budget’s elasticity regarding INPC,8 the extra spending will be R$15.9 billion, 

incorporating the impacts on INPC-indexed spending mentioned above. 

These indexed items are adjusted in line with INPC, while the spending ceiling is adjusted in line 

with the Extended Consumer Price Index (IPCA). Furthermore, the reference period is also 

different. For INPC-indexed expenses, it is from January to December, while for the spending 

ceiling, it is IPCA in the 12 months in June (July to June). The difference in the indices used makes 

budget management even more problematic, especially when there is great inflationary 

pressure in the second half of the year, as has happened this year. 

For the 2021 budget, this difference in frequency will have a significant impact. The difference 

between IPCA in the 12 months to June 2020 and IPCA from January to December (same index, 

different periods) is the largest since the current way of adjusting the ceiling was established. 

That being said, the difference caused by using different indexes (annual INPC minus annual 

IPCA) is also far from negligible. For the annual results of IPCA and INPC of 2020, FGV IBRE’s 

projection is taken into account. (See Table 3.) 

 

Adding together the effects of the increase in the INPC projection and the lifting of the veto on 

the Budget Bill’s projection, the expenses subject to the ceiling will exceed the limit by R$20.8 

billion. (See Table 4.) Note that this difference may increase further, as the situation in 2021 is 

                                                           
8 Growth in volume of expenses based on 0.1 percentage point increase in INPC, as stated in Appendix V, Fiscal Risks section 

of 2021 Budget Guidelines Bill. 

Table 3: Breakdown of Difference Between Annual Adjustment of INPC-Indexed Expenses and 
Adjustment of Spending Ceiling* 

 

 

 

* Figures in red come from FGV IBRE’s projections on November 13. The year 2017 is not included because 
the ceiling adjustment rule was different. Source: IBGE. Produced by: FGV IBRE. 
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uncertain regarding the duration of the pandemic and its impacts on the economic recovery. 

This may affect spending on income transfer programs such as the Family Grant Program and 

health spending in general, for example. In addition, any spending on a new income transfer 

program or contributions to credit guarantee funds in 2021 could also generate increases in the 

volume of expenses subject to the ceiling. 

In 2021, in order for expenses subject to the spending ceiling to be kept below the limit 

established by Constitutional Amendment 95 of 2016, considering the materialization of fiscal 

risks mapped even when the Budget Bill was presented, it is even more crucial to cut mandatory 

spending, given the already very limited level of discretionary expenditure. In the medium term, 

however, the growing difficulties in keeping spending below the ceiling make it less and less 

feasible to envisage a situation in which expenditure does not exceed the limit established by 

Constitutional Amendment 95 of 2016 before the year foreseen for its potential revision, 2026. 

When the New Fiscal Regime was created in 2016, exceeding this limit was not prohibited, but 

it would merely imply triggering expenditure containment measures. In addition to questions 

about such triggers being insufficient to return to the ceiling limit, vagueness in interpretation 

of the law’s text leaves doubts, so fresh discussion is urgently required. 

 

 

Juliana Damasceno and Matheus Rosa Ribeiro 

Table 4: Difference Between Spending Ceiling for 2021 and Expenses Subject to It 

 

 

 

Source: Internal projections for inflation, 2021 Budget Bill, 2021 Budget Guidelines Bill and Senate News 
Agency. Produced by: FGV IBRE. 
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7. External Sector 

Increased exports to Argentina: a positive sign for processing industry? 

In October, Brazil’s trade surplus was US$5.5 billion, leading to a positive result of US$47.4 
billion in the first 10 months of the year. The behavior of the aggregated data on exports and 
imports repeated what has been happening throughout the year. Both in value and volumes, 
the sharper fall in imports than in exports explains the increase in the surplus in 2020 compared 
to 2019. In volume terms, imports 
decreased 20.4% and exports fell 7.1%, 
year-over-year, comparing October. 

The performance of trade flows by 
sector of activity shows some new 
things, as well as some signs of 
improvement in processing industry 
exports. The agriculture sector led 
export volumes up to October (Graph 
10), growing 13.1% in relation to 2019. 
Extractive industry was almost 
unchanged (+0.8%), while processing 
industry fell 5.6%. In the year to October, 
this situation changes, as there are 
declines for agriculture (-26.4%), 
extractive industry (-8.4%) and 
processing industry (-0.7%). The fall in 
agriculture was expected, due to the end of soybean shipments, but what explains the result 
for processing industry? 

  

Graph 10: (%) Monthly and Year-to-Date Change (%) in 
Export and Import Volumes by Industry Type 

 

 

Source: SECEX. Produced by: FGV IBRE. 
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Breaking down processing industry 
exports by usage category (Graph 11), 
we see positive results for capital goods 
(+4.1% without oil platforms), durable 
consumer goods (+20.2%) and non-
durable consumer goods (26.7%). The 
main product exported in October by 
processing industry was sugar and 
molasses (11.5%), which together with 
other commodities in this sector 
explained 37% of exports. Notably, other 
products with high added value, such as 
aircraft, vehicles, auto parts and 
engineering equipment installations, 
were on the list of 20 main export 
products in October, and this explains 
the positive variations for capital goods 
and durable consumer goods. Several 
analysts have pointed out that the automotive sector has been one of the main culprits for poor 
processing industry exports since 2019. Does the exchange rate devaluation explain this result? 

In real terms, the effective exchange rate depreciated 32% between January and October of 
2020. There is a lag in sectors’ responses to exchange rate changes, especially when there is a 
lot of volatility. In addition, the decline in the level of activity in the world economy has 
dominated purchasing decisions in all sectors. These two factors explain processing industry’s 
decline in exports over the course of the year. What has changed? 

The increase in sales of durable goods (automotive sector) was mainly explained by the 
Argentinean market. It can be seen (Graph 12) that exports to Brazil’s neighbor expanded 20.9% 
in volume terms between October 2019 and October 2020. On the same basis of comparison, 
exports of durable goods to Argentina grew 40.8%.9 It should be noted, however, that the basis 
for comparison is low. In relation to October 2018, exports of durable goods decreased 32%. 
Furthermore, the automotive agreement between the two countries is a market arrangement 
aligned with the strategies of multinational companies. Nevertheless, it is a positive sign for the 
auto sector, after many months of falling sales to Argentina. However, it cannot be said that 
this trend will remain. Argentina’s recession will continue in 2021. 

                                                           
9 For a detailed analysis broken down by usage category in export markets, see ICOMEX on IBRE’s website. 

Graph 11: Change (%) in Processing Industry Export 
Volumes by Usage Category 

 

 

Source: SECEX. Produced by: FGV IBRE. 
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Graph 10 also shows that there are no 
signs of a recovery in imports. At a time 
when media stories report that sectors 
are complaining of shortages of inputs 
and parts, there could be some increase 
in foreign purchases. In this case, 
exchange rate devaluation does not 
help. Purchases of intermediate goods 
continue to fall for the processing 
industry: 11.5% between October 2019 
and October 2020, and 5.7% between 
January to October 2019 and the same 
period of this year (according to ICOMEX 
data). At the same time, switching from 
foreign to domestic suppliers, driven by 
a favorable exchange rate for import 
substitution, takes time to happen. 
Added to this last observation is the fact 
that the pandemic has affected 
production and logistics chains around the world. 

So, as we reach the end of the year, there are prospects of a possible improvement in processing 
industry exports, but a return to pre-pandemic sales levels is not expected this year and there 
are uncertainties regarding 2021. 

Lia Baker Valls Pereira 

 

8. International Panorama 

Second wave and global GDP in the fourth quarter 

As explored in the previous edition of this bulletin, we have built a model featuring cross-

sectional data, which seeks to explain the accumulated variations in the seasonally adjusted 

GDP of 48 countries in the first half of 2020, based on various conditions. In this period, the 

mean year-to-date decline in GDP was 12% (and the median was 11.3%). The worst result was 

minus 24.8% (India), while the best was plus 0.35% (China). 

There were various estimated specifications, but all of them show that the magnitude of the 

restrictions on people’s mobility and the functioning of establishments – a necessity to control 

the pandemic and avoid an overload of medical systems – played a major role in the drop in 

countries’ GDP in this period. 

In effect, the stringency index calculated daily by the University of Oxford, combined with a 

proxy for the share of non-tradable GDP in each country (GDP minus agriculture, manufacturing 

Graph 12: Change (%) in Export Volumes by Destination 
Market 
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and tourism), had an impact of minus 8 percentage points on GDP variations considering the 

simple mean of the 48 countries (in the preferred specification, which can explain about 80% 

of GDP variability between countries, in which China is treated as an outlier through the 

introduction of a dummy). 

This restriction index fluctuates between zero and 100 per construction and the average result 

for the 48 countries was 44.4 in the first half of 2020, with a minimum of 25.4 (Sweden) and a 

maximum of 65.4 (China). It is true that this indicator corresponds to a de jure measure, 

denoting only the degree of “potential” rigor of government restrictions. The degree of 

compliance with these rules fluctuated widely between countries, according to a de facto 

indicator estimated by Goldman Sachs (cross-checking the Oxford indicator with daily mobility 

data provided by Google and Apple). However, this de facto data is only available for a subset 

of the 48 countries and so it was not used in our model. It is worth noting that the simple 

correlation between de jure and de facto measures is around +84%. 

It is interesting to assess, in light of this model, what happened to the GDP of these countries 

in the third quarter (a few have already released these figures) and what may happen in the 

fourth quarter, as several countries reintroduce measures to restrict people’s movement and 

the functioning of establishments due to a significant worsening in the epidemiological situation 

(“second wave”), especially in the countries of the Northern Hemisphere. 

In the United States, for example, the first estimate for third-quarter GDP showed an expansion 

of 7.4%, following minus 9.0% in the second quarter and minus 1.3% in the first quarter (data 

already reviewed and not annualized). The stringency index was 17.3 on average from January 

to March, increasing to 72 in April-June and decreasing to 66.5 in July-September. The model 

suggests that around 3.3 percentage points of U.S. GDP growth in the third quarter is explained 

by the reduction in lockdown restrictions. In October and the first half of November, the 

average stringency index decreased again in the United States, to 63.7 (62.5 in the latest figures, 

on November 8), despite the significant deterioration of epidemiological data. 

In the case of Europe, several countries have tightened these restrictions considerably in the 

fourth quarter. In France, for example, the stringency index, which was 49.5 between July and 

September on average, rose to 78.7 in late October. In Germany, there was also an increase, 

although more moderate (from 55.1 on average in July-September to 59.3 since the beginning 

of November). In fact, based on the model, it seems quite likely that the eurozone’s GDP will 

contract again in the fourth quarter, after expanding strongly in the third quarter. 

Finally, a study published in Nature in early November (by Chang, Pierson, Koh, Gerardin, 

Redbird, Grusky & Leskovec), which used mobility indicators for around 98 million people in the 

United States’ 10 largest metropolitan areas, pointed out that restrictions on the maximum 

capacity for “super spreader” establishments (such as restaurants, gyms and hotels, among 

others) are more effective in containing the epidemic than restrictions on the movement of 
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people. This may change the way countries act in the coming months, as long as the newly 

announced vaccines are not readily available for application to the entire population. 

Bráulio Borges 

 

IMF projections are already out of date 

In October, the IMF released its projections for 2020 and 2021. Next year is shrouded in fog. 

Nobody knows how the epidemic will evolve until we have a vaccine available, although it is 

becoming increasingly likely that we will have one by mid-2021. However, until then, we do not 

know what will happen to government restrictions or people’s self-isolation due to fear of 

infection. 

The prospects for 2020 seem to be very pessimistic, at least for Brazil and the United States. 

The IMF predicts a decline of 4.3% for the American economy and a 5.8% drop for our economy. 

IBRE’s projections point to a decrease of 5%, slightly worse than the 4.6% drop predicted by the 

Focus study. 

For the U.S. economy, the Atlanta’s Fed monitoring work suggests that in the fourth quarter, 

the economy will grow 1.3% compared to the third quarter. This growth rate will produce a 

3.5% decrease for the year. If we consider the fourth-quarter figures from the New York Fed’s 

monitoring work, 0.62%, the economy will end up 3.6% smaller at the end of the year. 

The IMF’s numbers match China’s performance. The country is projected to grow 1.9% this year, 

not very far from the forecasts made by leading analysis teams and slightly more than the 1.7% 

figure predicted by IBRE colleague Lívio Ribeiro. 

Samuel Pessôa 

9. IBRE In Focus: Brazilian law market’s current situation and future challenges 

In view of the escalation of events in recent months associated with the coronavirus pandemic, 

the level of uncertainty in relation to the performance of the Brazilian economy has risen in an 

extraordinary way and this will generate great distortions in the country, especially in the labor 

market. Thus, more than ever, it is necessary to analyze high-frequency surveys in order to 

obtain more accurate estimates of the crisis’ impacts over the past few months. 

Based on PNADC data, IBGE regularly discloses key labor market indicators, thereby allowing 

comprehensive analysis of the current employment situation in the country. However, this data, 

which is released on a monthly basis, always refers to the latest three-month period, so for each 

month, we have the average of several variables in the reference month and in the previous 

two months. 

Given the current situation of high distortions caused by the spread of the coronavirus 

pandemic, high-frequency information is increasingly relevant for us to understand its 
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consequences for the Brazilian economy. As a result, several researchers have been studying 

ways to obtain monthly results from PNADC indicators, in order to have more accurate 

information about the current moment in the Brazilian labor market, rather than looking at the 

last three months as a whole. Examples of this work include an article by IPEA researcher 

Hecksher (2020a) and the work proposed in the Central Bank’s June 2020 Inflation Report, 

which despite different methods, found similar results. 

The purpose of this text is to apply the methodology proposed by the Central Bank so that we 

can make a diagnosis of the main movements of the labor market in Brazil in recent months. As 

proposed by the Central Bank, to produce monthly data from PNADC information, we will use 

a state space model. Accordingly, in this text, we will analyze the information from the series 

with and without seasonal adjustments, together with PNAD COVID-19 levels, as shown in 

Graph 13. 

Graph 13 shows reasonably displaced 

levels between the monthly series of 

PNADC and PNAD COVID-19, which, 

however, have a similar trend, so we can 

say that the second has the capacity to 

anticipate variations in the first. As we can 

see, the unemployment rate showed an 

upward trend between the months of May 

and August in both surveys, in addition to 

a new increase registered in PNAD COVID-

19 in September. As this indicator is the 

result of movements in the economically 

active population and in the workforce, 

these variables are presented in graphs 14 

and 15, in both surveys. 

 

 

 

 

Graph 13: Unemployment Rate 

 

 

 

Source: Produced by the authors using data from PNADC, 
converted into monthly form, and from PNAD-COVID-19. 

Produced by: FGV IBRE. 
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We can note that after the beginning of the pandemic, there was a sharp drop in employment 

in the country. Following similar levels in the first two months of 2020, Brazil’s economically 

active population fell sharply between February and July, from 93 million to just over 80 million. 

On the other hand, in the same period, the workforce, made up of employed people and those 

looking for a job, also fell sharply, from almost 106 million to 94 million. Therefore, while 13 

million jobs were lost, 12 million workers left the labor force. The difference of about 1 million 

corresponded to the growth in the number of unemployed people in the country. 

On the other hand, between July and August 2020, the PNADC showed a small increase both in 

unemployment and in the labor force, indicating the beginning of a possible process of labor 

market recovery. PNAD COVID-19, in its monthly edition, presents levels and trends very similar 

to those of PNADC, both in its fall and recovery, preceding another positive variation in 

September. 

As graphs 14 and 15 do not show any seasonal adjustments, part of the variations over the 

months may have been due to factors attributed to natural movements in each month. Graph 

16 shows the monthly variation with seasonal adjustments in the economically active 

population in PNADC, converted into monthly form, based on a breakdown of employment 

based on the following occupation categories: formal (formal employees, in the public sector, 

employers and self-employed workers with a registered business) and informal (employees 

Graph 15: Workforce (million people) 

 

 

 

Source: Produced by the authors using data from PNADC, 
converted into monthly form, and from PNAD-COVID-19. 

Produced by: FGV IBRE. 

 

Graph 14: Economically Active Population (million 
people) 

 

 

 

Source: Produced by the authors using data from PNADC, 
converted into monthly form, and from PNAD-COVID-19. 

Produced by: FGV IBRE. 
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without a formal contract, self-employed 

workers without a registered business and 

auxiliary family workers). 

As can be seen in Graph 16, negative 

variations in employment were 

concentrated mainly in the informal sector 

between March and June – even though 

jobs were also lost in the formal sector, but 

with less intensity. On the other hand, 

employment in the informal sector already 

showed a small recovery in July 2020, 

repeating itself in August, when formal 

employment also started to grow in 

relation to the previous month. This 

information suggests a faster recovery of 

employment in the informal sector, which 

was also the one that showed the greatest 

falls during the worst moment of the 

pandemic.  

Also based on seasonally adjusted monthly 

data, Graph 17 breaks down the number of 

employed people by job position over the 

months. This information is presented in 

relation to its February level, based on 100, 

thus providing a visualization similar to the 

work of Hecksher (2020b).  

Graph 17 shows that workers in the public 

sector and those who are self-employed 

with a formal busines showed little 

negative results after February, but the 

numbers started to fall as of June. On the 

other hand, employees with a formal 

contract and those who are self-employed 

without a formal busines showed intense 

declines. The second group fell more at the 

beginning of the pandemic, but recovered more strongly after that, so in August, both were at 

a level equivalent to around 88.5% of February’s level. In addition, employers and formally 

employed domestic workers showed even more intense declines. The second group fell to an 

Graph 17: Index Number of Occupations in Relation to 
Level in February 2020 

 

 

 

Source: Produced by the authors using data from PNADC, 
converted into monthly form, and from PNAD-COVID-19. 

Produced by: FGV IBRE. 

 

Graph 16: Monthly Variation in Economically Active 
Population (seasonally adjusted, %) 

 

 

 

Source: Produced by the authors using data from PNADC, 
converted into monthly form, and from PNAD-COVID-19. 

Produced by: FGV IBRE. 
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even lower level in relation to February (78%), and there are no signs of a clear recovery until 

the last month. Finally, workers without a formal contract were the ones who presented the 

greatest drop, recovering in the last two months, but still down 25% from February. 

However, the decline in demand for work during the pandemic was not only manifested by a 

reduction in the number of employed persons. The work factor, in a productive function, is 

composed of total hours worked, obtained from the product of employed population and 

average workday. PNADC monthly figures, featuring data for the last three months, does not 

present hourly information. In addition, PNAD COVID-19’s monthly series only started in May, 

which prevents comparisons of trends in relation to the period before the pandemic. Thus, it is 

only in the quarterly PNADC microdata that we can measure the fall in demand for work during 

the pandemic. Table 5 shows these results. 

As we can see, the number of hours worked in the second quarter of 2020 was down 27.6% 

from the same period of 2019. The 10.7% fall in economically active population was therefore 

only responsible for one-third of the total reduction in the labor factor in the economy, while 

the other two-thirds resulted from the average work week, which decreased around 18.9% in 

the second quarter of 2020, compared to the same quarter of the previous year. 

Table 5: Hours Effectively Worked, Economically Active Population and Effective Average Working 
Hours 

 

 

 

Source: Produced by the authors using data from PNADC. Produced by: FGV IBRE. 
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As can be seen, both the reduction in 

the average working hours and the fall 

in the workforce played a role in 

mitigating the rise in the unemployment 

rate, the most used indicator when 

analyzing labor market trends, given the 

slump in demand for labor in the 

economy. Graph 18 simulates what the 

unemployment level would have been 

had each factor and both together 

remained constant in relation to 2019.  

The results indicate that while the 

unemployment rate grew from 12.03% 

to 13.3% between the second quarter of 

2019 and 2020, it could have reached 

more than 36%, that is, more than one-

third of the labor force, if the workforce and average working hours had not changed, with a 

drop in hours worked in the period of 27.6%. It is also shown that unemployment would have 

been higher with the maintenance of the average working hours in relation to the workforce, 

indicating the greater importance of reducing the former to mitigate the increase in the 

unemployment rate. 

In turn, Graph 19 shows that in the 

second quarter of 2020, much of the 

drop in average working hours, as well 

as income itself, in relation to the 

previous year, resulted from a large 

increase in the number of workers on 

leave, who worked zero hours, whose 

growth, in relation to the same quarter 

of the previous year. Growth in this 

indicator went from 1% in the second 

quarter of 2019 to around 6.5% in the 

second quarter of 2020. The increase in 

the number of workers who d id not 

receive any income, from 1% in the 

second quarter of 2019 to around 2.5% 

in the second quarter of 2020, was 

mitigated by informal gains, in addition 

Graph 18: Unemployment Rate by Scenario 

 

 

 

Source: Produced by the authors using data from PNADC, 
converted into monthly form, and from PNAD-COVID-19. 

Produced by: FGV IBRE. 

Graph 19: Workers Who Did Not Receive Any Income or 
Did Not Work  

 

Source: Produced by the authors using data from PNADC, 
converted into monthly form, and from PNAD-COVID-19. 

Produced by: FGV IBRE. 
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to benefits from the federal government, such as the Income and Employment Protection 

Program. 

PNAD COVID-19, given its inherent structure, presents more detailed data about leave from 

work. Graph 20 shows the working age population broken down by labor market status, 

including leave due or not due to the pandemic, with or without pay. 

As can be seen in Graph 20, in May 2020, more than 15 million workers were employed but on 

leave due to the pandemic, of whom more than 6.8 million were paid and almost 8.9 million 

were not. On the other hand, in July, the numbers were 4.2 million and 2.6 million, respectively, 

while in September they were 2.4 million (largely corresponding to those who still received 

benefits related to the government’s Income and Employment Protection Program) and only 

575,000, indicating a sustained drop in workers on leave, mainly without pay. 

Due to this reduction in leave, PNAD COVID-19 shows a sharp recovery in hours effectively 

worked in relation to the habitual level before the pandemic. In May, average working hours 

were more than 30% below normal (38% among informal workers), but in September this 

difference reached 12% (14% for informal workers). 

  

Graph 20: Working Age Population by Labor Market Status 

 

 

Source: Produced by the authors using data from PNADC, converted into monthly form, and from PNAD-
COVID-19. Produced by: FGV IBRE. 

 



 

 
31 

Macro Bulletin    

November 2020 

As would be expected, employment income also increased again in June, with greater variations 

in the informal sector, from 63% of usual income in May to around 81% in September. The data 

also suggests that income in the public sector was little affected during the pandemic. In 

relation to aggregate employment, the ratio of actual to habitual income was 82% in May and 

91% in September, confirming the trend of income recovery (Graph 22). 

Finally, Graph 23 shows the trajectory of the average effective income of all workers, combining 

the monthly PNADC results with PNAD COVID-19, as in graphs 13 to 15. The first months of the 

year, referring to the first survey only, show a significant drop in this indicator, from more than 

R$2,500 per month to less than R$2,300 per month in May. This decrease is mainly explained 

by hours worked, as shown in the “In Focus” section of September’s Marco Bulletin. In addition, 

both surveys show an increase in this indicator in the following months. 

 

 

 

 

Graph 21: Effectively Worked Hours at % of Habitual Hours Worked 

 

 

Source: Produced by the authors using data from PNADC, converted into monthly form, and from PNAD-
COVID-19. Produced by: FGV IBRE. 



 

 
32 

Macro Bulletin    

November 2020 

 

This section showed that the labor 

market, after a large drop in hours 

worked and average income, has been 

recovering in recent months. The 

number of informal workers, which 

had the most intense reduction, 

started to show positive growth at the 

margin back in July, and there was 

another increase, even bigger in 

relation to formal jobs, which 

increased in the last record. However, 

the number of employed persons in 

some segments is still more than 25% 

below the level observed in February 

in the seasonally adjusted series, thus 

evidencing the challenge for labor 

market recovery in the coming 

months. 

 

Graph 22: Income from Effective Work as % of Habitual Employment Income 

 

 

 

Source: Produced by the authors using data from PNADC, converted into monthly form, and from PNAD-
COVID-19. Produced by: FGV IBRE. 

 

Graph 23: Effective Employment Income 

 

 

 

Source: Produced by the authors using data from PNADC, 
converted into monthly form, and from PNAD-COVID-19. 

Produced by: FGV IBRE. 
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